@ ASEAN-KOREA CENTRE

ASEAN Talks
OfMISt E3

| Invest in Myanmar,
El Dorado?

ojokol £A}, FIAL FE AL F £ AS AW

An Jin-hun, Senior Officer, Trade and Investment Unit \




ASEAN Talks 2018-01
© ASEAN-Korea Centre, 2018

Published by ASEAN-Korea Centre

Address: 8t fl,, Sejong-daero, Jung-gu, Seoul, Republic of Korea
Tel.: 02-2287-1143

E-mail: aseantalks@aseankorea.org

Website: www.aseankorea.org

ISSN (printed): 2586-6753
ISSN (online):

All rights reserved. No part of this publication may be reproduced or distributed in any form or
by any means, without the consent of the ASEAN-Korea Centre. Enquiries concerning
reproduction should be sent to the ASEAN-Korea Centre.

The publisher does not guarantee the accuracy of the data included in this publication and accepts
no responsibility for any consequence of their use. The responsibility for facts and opinions in
this publication rests exclusively with the authors.

ASEAN-Korea Centre

The ASEAN-Korea Centre is an intergovernmental organization mandated to promote economic
and socio-cultural cooperation between the ASEAN Member States and Korea. It was officially
inaugurated on 13 March 2009, the year that marked the 20t Anniversary of the Dialogue
Partnership between ASEAN and Korea.


http://www.aseankorea.org/

q4

ASEAN Talks

Aims and Scope
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understanding on ASEAN for its readers both in and out of Korea.
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Invest in Myanmar, El Dorado?

An Jin-hun, Senior Officer

Trade and Investment Unit

Abstract

The recent political and economic development in Myanmar had substantially
strengthened its potential as an attractive investment destination. However, despite
positive prospects, Myanmar still needs to address significant challenges of maintaining
capital inflow through foreign direct investment. In this regard, this paper tries to
navigate the underlying opportunities amid business hurdles that are easily encountered
by foreign investors in Myanmar. Based on the analysis of Korean investment trend and
prospects, it brings forward a strategic approach to build stronger investment relations

between Myanmar and Korea.

Unlocking the Potential

Myanmar has been at the center of global attention for the past couple of years since the
National League for Democracy (NLD) took power in March 2016. When Aung San Suu
Kyi, a Nobel peace laureate and leader of the NLD, became a de-facto national leader, the
country signaled to the world a symbolic transition towards democracy, distanced from
a long-lasting military rule. Combined with this, restoration of preferential tariffs for
Myanmar under the Generalized System of Preference (GSP) scheme had pooled

increasing interests and attention from business communities.

To uphold a high growth rate and to create an investor-friendly environment, the government
of Myanmar undertook various reforms measures. These measures specifically addressed some
of the long-lasting obstacles to economic growth, which relate to the administrative hurdles of
doing business in Myanmar. A new investment law enacted in October 2016 combined two
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existing laws that separately concerned domestic and foreign businesses—so-called the
Myanmar Citizens Investment Law and the Foreign Investment Law, respectively. The newly
implemented Myanmar Investment Law (MIL) “vastly simplified the process for investment
applications and offers a number of tax breaks, incentives, guarantees, rights and protections for
business ventures (DICA, 2018)”. It particularly narrowed the scope of projects that require
approval from the permit authority, namely the Myanmar Investment Commission (MIC). It
delegates approvals to the states and regions for smaller investment projects, which largely
simplified a business endorsement process as shown in Table below. Above all, the MIL aims to

serve as a basis for establishing a level playing field for all investors.

[Table. Major Changes in Investment Law]

New Investment Law
Enacted in October
2016 Before After

Long-term lease of real | MIC approval required | Approved, in principle, upon

estate (more than 1 year) submission of application

Special corporate tax | MIC approval required | Approved, in principle, upon
exemption | (Five-year exemption submission of application

period after start of (Three-to-seven-year exemption after

operations) start of operations)

Overseas remittance | MIC approval required | MIC approval unnecessary

Source: Nikkei, 2017

Furthermore, the new Myanmar Companies Law (MCL) is anticipated to come into force on 1
August 2018, which has been eagerly awaited by both local and foreign businesses. The MCL is
considered as a major step towards economic transformation, replacing the Myanmar Companies
Act (MCA) enacted in 1914 during the British colonial era (Aung, 2017). The new law is planned
to adopt the best practice standards on the business registration processes in Myanmar. One of

the key changes is the re-classification of domestic and foreign companies.

The provision of the MCA 1914 requires a company to be fully owned by domestic citizens in
order for it to be classified as “domestic”. The new law, however, allows up to 35 percent of
foreign ownership for the company to be still classified as domestic. This is important because
once a company is classified as foreign-owned, it becomes subject to investment restrictions. Also,
Myanmar companies with up to 35 percent ownership by foreigner will be able to invest in
companies listed on the Yangon Stock Exchange (Aung, 2017).

Despite such positive progress, the latest economic outlook seems to fall short of the earlier sky-
high hopes and expectations. According to the Myanmar Economic Monitor 2017 released by the
World Bank Group (2017), “economic growth moderated to 5.9 percent” in 2017, “below



expectations and lower than 7 percent of the previous year.” Notwithstanding a stable
macroeconomic environment for the past year, the country is encountering manifold challenges
of maintaining strong foreign investment commitments. They mainly pertain to a lack of
transparency and coherence of government policy, underdeveloped power and logistics
infrastructure, as well as increasing real estate prices. However, there lie underlying business

opportunities behind these apparent challenges.

Overcoming Obstacles: In Challenge Lies Opportunity

Limited infrastructure remains a major hurdle to economic growth. While water and gas
resources are abundant, the electricity penetration rate of Myanmar is only about 33 percent (IEA,
2018). The power scarcity in Myanmar are mainly caused by its low production capacity, as well
as underdeveloped transmission and distribution infrastructure. For example, power consumed
in the southern part of Myanmar, such as Yangon, are transmitted from the hydropower plants
located in the northern mountainous areas, during which 25 percent of energy resources are lost.

To meet these challenges, the government is encouraging foreign investors to participate in its
infrastructure projects for gas and renewable energy, in order to achieve its goal of reaching 100
percent of electrification throughout the country by 2030. Korea is one of the leading players
when it comes to energy infrastructure development. Notably, Daewoo International (now,
POSCO Daewoo) undertook an offshore gas field project in Myanmar, the construction of which
first began in 2000. Its commercial production started in 2013 after a decade-long development
process. It became Korea’s top resource developer after successful development of the largest oil
and gas fields in Myanmar, namely Shwe, Shwe Phyu and Mya (POSCO Daewoo, 2018).

Moreover, Myanmar lags behind in terms of its logistics infrastructure—roads, railways and ports,
which poses a key challenge in attracting more foreign investment in potential inland areas, such
as the Shan and Kachin States. Yet, this insufficiency has contributed to the rising national
demands for infrastructure development. The increasing number of road and railway
development projects financed by the Multilateral Development Bank has given a rise to new
opportunities for private sector investors.

For example, the Export-Import Bank of Korea has provided a loan to the Myanmar government in the
amount of USD 138 million from the resources of the Economic Development Cooperation Fund for
constructing a bridge that links downtown Yangon to relatively underdeveloped Dala township. This
project named ‘Korea-Myanmar Friendship (Dala) Bridge Construction’ is providing immense
opportunities for competitive Korean companies to participate in the commercially viable infrastructure
projects (Lin & Htut, 2016). To utilize such available resources, Korean companies should acquire a
better understanding of Public-Private Partnership (PPP) projects in Myanmar, most of which are
operated under the Build-Operate-Transfer scheme.

Lastly, foreign investors seeking offices and/or factory sites are often surprised by high real estate prices
of Myanmar. It is becoming more and more difficult for foreign investors to find a quality industrial
space. Specifically, the monthly leasing cost of industrial land has soared from USD 3 per square meter
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three years ago to USD 7 today. Despite high rental costs, foreign investors are constructing their
manufacturing facilities at the recently developed industrial complexes. For example, a 50 year-long
rent for foreign investors at the Thilawa Special Economic Zone (SEZ) ranges from USD 75 to USD
85 per year (DICA, 2017). Although the rental costs are high, 6 Korean companies, including C]
Cheiljedang, Koryocable, Yojin C&E and Aju Corporation, have already built their factories at the
Thilawa SEZ. As the SEZs apply distinctive law and rules with regard to issuance of notifications,
orders and approvals to the foreign investors, they effectively attract foreign investors by
providing an enabling business environment that meets the international standards. In June 2017,
the Korea Land & Housing Corporation signed a Memorandum of Agreement with Myanmar
government to build a Korea-Myanmar Economic Cooperation Industrial Complex. Once it gets

developed, it will provide a one-stop service for Korean investors tapping the Myanmar market.

Korean Investment in Myanmar: Trend, Prospects, and Future
Direction

Liberalization of economy and modernization of Myanmar’s policies for FDI attraction have
contributed to achieving a closer business link between Myanmar and Korea over the past years.
Korean investment in Myanmar had been mainly driven by oil & gas sector as shown in the below
Figure. As mentioned above, POSCO Daewoo serves as an exemplary case of successful Korean
investment in Myanmar. Recently, it has further expanded its business through a property (hotel)
development project that covers 104,123 square meters of land in the former capital of Myanmar.
This project marks the first long-time deal for a foreign investor to be granted the rights by the

Myanmar government to use the land for 70 years (Lee, 2017).

While Korean investment in Myanmar had been concentrated on large-scale development
projects, the investment sectors are anticipated to be diversified into manufacturing, services
(communication, hotel and tourism) and real estate development. Already, C] Cheiljedang, a
leading Korean food player, built its manufacturing facility for edible oil in the Thilawa Special
Economic Zone in 2016. Also, a Korean shoe maker Taekwang and an apparel manufacturer Sae-
A Trading have decided to move into the Korea-Myanmar Economic Cooperation Industrial

Complex, which is to be completed this year.



[Figure. Korean Investment in Myanmar (By Sector, 1988 - 2017)]

¥ No. of Project ~ ®m Approved Amount (US $ in million)

2733.888
803.909
68.230 31.908
150.837
124 6
4 6 10
==y 4 J7
Agricultural Livestock & Manufacturing 0il and Gas Others
Sector Fisheries Sector Sector

Sector

Source: Author adapted from DICA statistics

Myanmar still ranks 171stin the Ease of Doing Business Rankings, which is annually published by
the World Bank Group (2017). Undoubtedly, there still exist obstacles and challenges for foreign
investors in Myanmar. Korean investors, however, should be more aggressive and perseverant in
bearing necessary costs and difficulties in order to reap full benefits from a ‘land of opportunity’.
As for the PPP infrastructure projects, Korean companies should build up their own capacity to
develop bankable and commercially viable projects. To implement these projects, they should
utilize financing from both local and multilateral banks, such as International Finance
Corporation, Asian Development Bank and Asian Infrastructure Investment Bank. Also, they need
to build a strong network with the Myanmar government agencies and local partners to structure
a sound business model, which will lead to a signing of purchasing agreements among the
stakeholders. Once the business conditions are met, strong leadership and management of
Korean companies are needed for the success of investment projects. Most importantly, the local
business environment and development needs of Myanmar should be fully understood. These
will be the gateway for exploring underlying opportunities behind challenges and building win-

win partnership between Myanmar and Korea.
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